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Abstract This study explains how income inequality affects life satisfaction in Europe. 
Although research about the impact of income inequality on life satisfaction is inconclu-
sive, authors suggest several reasons for its potential impact. In the literature section we 
discuss three types of explanations for the impact of inequality: pure aversion for inequal-
ity, aversion for inequality motivated by how an individual is personally affected by ine-
quality and preferences for equality of opportunities. In order to test these explanations, we 
examine how three corresponding variables, respectively attitude towards redistribution, 
income and perceived mobility, interact with both actual and perceived income inequality 
in multilevel analyses using data from the European Values Survey. Our results reveal that 
there are significant differences between how people are affected by actual income inequal-
ity and how they are affected by perceived income inequality. The impact of perceived 
income inequality on life satisfaction depends on perceived mobility in society and income, 
while the impact of actual income inequality solely depends on perceived mobility. We 
conclude that traditional explanations often erroneously assume that people correctly 
assess income inequality. Moreover these explanations are more capable of clarifying the 
effect of perceived income inequality on life satisfaction than that of actual inequality.
Keywords Income inequality · Income distribution · Life satisfaction · Perceived income 
inequality · Perceived mobility
1 Introduction
To what extent is people’s individual well-being affected by income inequality? This has 
been the subject of debate and while some inequality may be tolerable and even desir-
able, the question remains what degree of inequality people perceive as optimal. Recent 
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papers have contributed to this debate by considering the effect of income inequality on 
subjective well-being (see Schneider (2016) for an excellent overview). Life satisfaction is 
regularly used as an indicator for subjective well-being and an increasing number of papers 
study the determinants of subjective well-being or, more specifically, life satisfaction (e.g. 
Diener et al. 2000; Strine et al. 2008; Di Tella et al. 2001). Research on income inequality 
has been inconclusive about whether its impact on life satisfaction is negative or positive. 
Some studies find a positive effect on life satisfaction (e.g. Clark 2003; Engelbrecht 2009), 
others a negative effect (e.g. Alesina et al. 2004; Delhey and Dragolov 2014) and some do 
not find an effect at all (e.g. Bjørnskov et al. 2008; Zagorski et al. 2014). However, it is 
clear that the effect of income inequality on life satisfaction depends on multiple factors. 
Several explanations for both the positive and negative effects of income inequality on sub-
jective well-being are given in the literature. Differences between citizens from different 
countries in characteristics such as attitudes towards inequality or perceived mobility are 
often used as explanations for international differences in the impact of income inequality 
on life satisfaction (e.g. Alesina et al. 2004).
Because research shows that it is important to differentiate between actual income ine-
quality and perceived income inequality (Norton and Ariely 2011; Cruces et al. 2013), the 
impact of both concepts on life satisfaction is investigated. Authors have argued that there 
are often differences between actual, objective income inequality and the perception of 
income inequality and that the latter is more important to predict preferences for redistribu-
tion (e.g. Engelhardt and Wagener 2014; Schneider 2012). Gimpelson and Treisman (2017) 
illustrate an inconsistency in this field. They argue that experts complain that data about 
income inequality is dubious and unreliable, yet these experts assume that ordinary citizens 
are able to correctly assess income inequality. It is also shown by Gimpelson and Treisman 
(2017) that people often fail to pick the correct income distribution in their society out of 
several alternative distributions. Even in societies with similar income inequality, citizens 
might have very different perceptions of how income is distributed (Niehues 2014). Sch-
neider (2012) finds that it is not perceived inequality as such that influences subjective 
well-being, but rather the discrepancy with preferred levels of inequality. She also inspects 
the impact of perceived mobility on life satisfaction, but does not directly link this to per-
ceived levels of inequality. This paper seeks to expand on these results by investigating the 
legitimacy of common explanations for the impact of inequality on life satisfaction.
The objective of this paper is twofold. Our first objective is to identify which personal 
characteristics, identified by previous research, adequately explain differences between 
countries in how income inequality affects peoples’ subjective well-being. The second 
objective is to distinguish between the impact of actual income inequality and that of per-
ceived income inequality. The following section of the paper discusses the explanations 
for the impact of income inequality, Sect. 3 looks at the role of perceived income inequal-
ity, Sect. 4 describes the data and method, Sect. 5 presents the results of our analyses and 
Sect. 6 concludes and gives recommendations for further research.
2  Explanations for the Impact of Income Inequality on Subjective 
Well‑Being
Authors (e.g. Senik 2005) have illustrated that how and why inequality affects life satisfac-
tion depends on personal characteristics and that international diversity in beliefs about 
society and attitudes towards inequality could be responsible for differences in how income 
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inequality affects citizens’ subjective well-being. In this literature section, we discuss three 
possible explanations, based on Senik (2005), for the impact of inequality on life satisfac-
tion. The first explanation points to differences in pure preferences for income equality. The 
second explanation argues that how income inequality influences the life satisfaction of an 
individual is mainly determined by how that individual is personally affected by inequality. 
The third explanation claims that people are not affected by income inequality if they think 
that everybody has equal opportunities in life. This explanation suggests that differences 
in perceptions of mobility, which serve as an indicator of (un)equal opportunities, could 
explain the impact of income inequality on life satisfaction.1
We first discuss pure preferences for income equality. With pure preferences we refer to 
normative preferences that are independent of one’s personal situation. Pure preferences 
for income equality can then be considered as the degree of equality that people would 
prefer when choosing from behind a veil of ignorance. Corneo and Grüner (2002) argue 
that people not only favor redistribution because it increases their own well-being, but also 
because it reflects their own belief about what a good policy entails. According to this 
view, people dislike income inequality, regardless of their own income position, because 
it is a bad thing in itself. In this case, income distribution could be considered as a pub-
lic good that directly enters the utility function (Thurow 1971). Unfortunately, measuring 
pure preferences is not possible because both stated preferences (e.g. about redistribution) 
and revealed preferences (e.g. voting behavior) are not solely determined by pure prefer-
ences, but also by self-interest and beliefs about society (see Clark and D’Ambrosio 2014). 
However, we believe that stated preferences for inequality are a good proxy for pure prefer-
ences, especially when these other possible explanations are controlled for.
If all people are inequality averse to some degree, this should manifest itself in a direct 
negative impact of inequality on life satisfaction. However, as mentioned before, empirical 
evidence on the link between inequality and life satisfaction is mixed. Studies that assess 
the effect of income inequality in a global context often find a positive effect, i.e. more 
inequality corresponds to higher average life satisfaction (e.g. Bjørnskov 2003; Engel-
brecht 2009; Kelley and Evans 2017). Region-specific analyses are mostly performed in 
developed areas and often find negative effects (e.g. Alesina et al. 2004). Explaining this 
contradiction is a subject for further research, but is not the goal of this paper. These mixed 
findings illustrate that there are strong regional differences in how inequality affects life 
satisfaction. Alesina et  al. (2004) argue that differences in preferences for equality are a 
possible explanation for the differential impact of inequality on happiness in the United 
States and European countries. Based on German data, Schneider (2012) only observes 
a negative effect of perceived income inequality on life satisfaction when preferences for 
the degree of inequality are taken into account. We expect that when people are negative 
towards inequality, they prefer an egalitarian society and that they will be more satisfied 
with their lives when income inequality is low.
Second, we look at personal motives for (dis)liking inequality. In this case, the impact 
of inequality on life satisfaction solely depends on one’s own personal situation, imply-
ing that people do not necessarily care about others. These personal characteristics could 
influence how income inequality affects life satisfaction. In this paper, we focus on income 
as an explanation for how inequality affects life satisfaction as this is the most straightfor-
ward indication of how individuals are affected directly by inequality. However, not only 
1 Explanations could be grouped in other ways. See for instance Corneo and Grüner (2002) for an alterna-
tive classification.
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income, but also other personal characteristics such as expected financial situation (Alesina 
and La Ferrara 2005) or even risk aversion (Ferrer-i-Carbonell and Ramos 2010) could be 
considered self-centered personal characteristics that can influence how income inequal-
ity affects life satisfaction. We expect that the negative effect of income inequality on life 
satisfaction will be stronger for people with lower incomes. In accordance with our expec-
tations, Cheung and Lucas (2016) find that income comparison effects are stronger when 
income inequality is high. Because of these comparison effects, one would expect that 
income inequality affects poor and rich people differently. Alesina et  al. (2004) confirm 
that in Europe, the poor generally have lower life satisfaction when inequality is high, while 
the rich are unaffected by inequality. Similar results were obtained by Oishi, Kesebir and 
Diener (2011). In contrast to the findings about actual income inequality, Schneider (2012) 
finds that, in a German sample, the negative impact of a discrepancy between perceived 
income inequality and preferred income inequality on life satisfaction is only present in 
higher income groups. Clearly, there can be international differences in how particular 
income groups are affected by inequality. In the United States, for example, rich people are 
negatively affected by income inequality, while it does not seem to have an impact on the 
poor (Alesina et al. 2004). This finding was replicated in Australia (Nguyen et al. 2015).
Finally, we look at a third approach that explains the impact of income inequality on 
life satisfaction by referring to pure preferences for equality of opportunities. In this view, 
people do not care about income inequality in itself as long as they perceive society to be 
fair i.e. everybody has equal opportunities. If there are unequal opportunities to advance 
in society, people will tend to dislike income inequality and it will negatively affect their 
life satisfaction. This explanation will be tested by looking at differences in perceptions of 
mobility, which serve as an indicator of (un)equal opportunities. According to Senik (2005, 
p. 43), “people appreciate the egalitarian nature of mobility, so that individual welfare 
depends on dynamic inequality rather than static income distribution”. As with actual and 
perceived income inequality, however, there could be significant differences between actual 
and perceived mobility. Given the subjective nature of life satisfaction, we have decided to 
work with perceptions of mobility, rather than actual mobility. When people believe that 
they live in a mobile society, income inequality could be regarded as a natural consequence 
of differences in effort. Beliefs about mobility in society have been addressed in a number 
of different ways in the literature. Alesina et al. (2004) refer to this as “perceived social 
mobility”, Bjørnskov et al. (2013) label a similar concept “perceived fairness” and Schnei-
der and Castillo (2015) call this “poverty attribution”. These beliefs are usually measured 
by asking respondents whether people are poor because of laziness and a lack of willpower 
or because they were unlucky and the system is unfair (i.e. a lack of equal opportunities).
While this concept has typically been used to predict redistributive preferences (Alesina 
and Angeletos 2005; Bjørnskov et al. 2013; Corneo and Grüner 2002), some studies have 
used perceptions of mobility to explain the impact of inequality on subjective well-being. 
Alesina et al. (2004) attribute the differing impact of inequality on Europeans and Ameri-
cans to differences in perceived income mobility. They argue that the impact of income 
inequality on life satisfaction differs between groups in society, depending on future pros-
pects. For example, the poor in Europe are negatively affected by inequality because they 
perceive mobility in society to be low, while the American poor perceive living in a mobile 
society and are not affected by income inequality. Bjørnskov et  al. (2013) confirm that 
when inequality is perceived as being “fair”, it will have a positive effect on well-being. 
International differences in perceptions of mobility could thus explain differences in how 
inequality impacts life satisfaction. These perceptions of mobility are not necessarily stable 
over time. Grosfeld and Senik (2010) find that in Poland, a transition country, attitudes 
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toward income inequality have changed over time. Until 1997, Polish citizens generally 
regarded income inequality as positive because it represented opportunities. Afterwards, 
people became more negative towards income inequality as the process of income distri-
bution became perceived as flawed and corrupt. Schneider (2012) finds that people who 
indicate that they live in a mobile society are more satisfied with their lives. Whether or not 
the size of this effect depends on the level of inequality is not tested in Schneider’s (2012) 
study. This paper tests this third explanation for the impact of inequality on life satisfaction 
by looking at how perceived mobility interacts with both actual income inequality as well 
as perceived inequality. We expect that income inequality has a stronger negative effect on 
life satisfaction when perceived income mobility is low, and is less negative, or even posi-
tive, when perceived income mobility is high.
These explanations assume that income inequality directly affects life satisfaction. 
However, a more recent stream of literature has shown that a significant impact of ine-
quality could be explained by indirect effects. Oishi et al. (2011) find that inequality does 
not directly affect life satisfaction, but decreases trust in others and how fair we perceive 
others to be which, in turn, decreases life satisfaction. After taking this into account, the 
significant effect of income inequality disappears. Delhey and Dragolov (2014) confirm 
these results and expand on them by showing that not only trust, but also status anxiety, 
whether people feel they are valued or looked down upon by others, can explain the impact 
of income inequality. While trust is crucial in affluent societies, status anxiety seems to 
be more important in less affluent countries. All of these explanations are likely to work 
together in determining the effect of income inequality on life satisfaction. While focusing 
on what explains the direct effect of inequality on life satisfaction, we do control for these 
alternative explanations in this study.
3  Perceived Income Inequality
In theoretical models, it is often assumed that people correctly assess income distribution. 
However, research has shown that perceived income inequality does not always correspond 
to actual income inequality (Gimpelson and Treisman 2017; Norton and Ariely 2011; 
Osberg and Smeeding 2006). Schröder (2016) illustrates the importance of perceptions of 
inequality by showing that the effect of income inequality on life satisfaction can at least 
be partly explained by the media coverage on inequality. In order to explain the mismatch 
between actual and perceived inequality, Cruces et al. (2013) draw an analogy to a statis-
tical inference problem: individuals observe a small group of individuals and must infer 
from this the income distribution of a much larger, heterogeneous society. The resulting 
perceptions of inequality are bound to be biased and deviate from actual inequality. Conse-
quently, empirical models that analyze the impact of income inequality on life satisfaction 
could be improved by working with perceived income inequality instead of actual income 
inequality.
An example of a theoretical model that has been improved by working with perceived 
income inequality rather than actual income inequality is the Meltzer-Richard model. Melt-
zer and Richard (1981) theorize that the income position of individuals determines if an 
individual supports redistribution or not. Assuming that income is skewed right, they argue 
that redistribution will benefit the decisive median voter more when income inequality is 
high. We should thus find a lot of support for redistribution in a society with high income 
inequality. Research that tests this theory has led to mixed results (Finseraas 2009; Ken-
worthy and McCall 2008). Recently, authors have extended the Meltzer-Richard model by 
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including the perception of income inequality (e.g. Niehues 2014; Engelhardt and Wagener 
2014). An example of this is Tóth and Keller (2013) who find a significant relation between 
redistributive preferences and perceived income inequality, which in turn seems to depend 
on the perceived poverty rate. They conclude that the distance between the middle class 
and the poorest is more important than the distance between the middle class and the rich-
est to predict redistributive preferences. Using perceptions of inequality, rather than actual 
inequality to predict life satisfaction has been shown to be a promising research direction 
(Schneider 2012). We expect that we will find similar or even stronger effects when per-
ceived income inequality is used instead of actual income inequality.
Some studies measure perceived income inequality by simply asking to give an evalu-
ative judgment on the size of income differences (Fernquist 2003; Smyth and Qian 2008). 
It could be argued that rather than measuring the perceived income distribution this meas-
ures perceived fairness. Engelhardt and Wagener (2014) have constructed a measure for 
perceived income inequality based on a question where respondents were asked to locate 
their own income on a subjective income scale. For each country, a mean-to-median ratio 
is calculated, which measures the skewness of the income distribution and is thus a proxy 
for income inequality. They find that these calculated mean-to-median ratios are consid-
erably below the objective values and that income inequality, according to this metric, 
is often underestimated. Another method is used by Schneider (2012) who measures the 
perception of income inequality by looking at the distance between estimates of wages of 
unskilled workers and managers of large corporations. In this paper, we adopt Niehues’ 
(2014) approach to construct a measure for perceived income inequality in which individ-
ual assessments of income distribution are aggregated into a country-level indicator. We 
provide a more detailed explanation of this procedure in the data section. As an alternative, 
Niehues calculated mean-to-median ratios to measure the perception of income inequal-
ity. Using these mean-to-median ratios to analyze the link between perceived inequality 
and redistributive preferences does not change the results. This indicates that the resulting 
measure of perceived income inequality is quite robust to operationalization.
4  Data and Methods
In this paper, we explain an individual level variable, life satisfaction, by looking at the 
impact of both country level and individual level variables. It is likely that citizens from 
the same country cluster together on our dependent variable, life satisfaction, resulting in 
smaller estimated standard errors when using regular OLS regression (Moulton 1990). To 
avoid these smaller standard errors that would lead to incorrect inferences, we need to per-
form multilevel analyses on this data. In multilevel analyses, variables can be measured at 
multiple levels. In this paper, variables are measured either at the individual level or at the 
country level. This approach also enables the use of cross-level interactions, which allows 
us to check how the impact of income inequality on life satisfaction depends on individ-
ual level characteristics. A random intercept model is estimated in which the intercept 
is allowed to vary for each country. Equation 1 shows the basic model that is estimated, 
where  Xij is a vector of individual level variables,  Yj is a vector of country level variables, 
 uj is the country level error term and  eij is the individual level error term.
Xij includes our key individual level variables: preferences for (in)equality, perceived 
mobility and income, but also several control variables (listed below) estimated at the 
(1)Life satisfactionij = 훽0 + 훽1Xij + 훽2Yj + 훽3XijYj + uj + eij
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individual level. Our country level variables,  Yj, are income inequality, perceived income 
inequality and GDP per capita and the unemployment rate as country level control vari-
ables. In our analyses we focus on how our key individual level variables interact with 
income inequality and perceived income inequality. This model can be used to estimate 
individual life satisfaction as well as a country level average of life satisfaction, hence the 
presence of two error terms in the equation.
All data at the individual level is drawn from the European Values Survey (EVS) from 
2008. To our knowledge, this is the only dataset that contains information about life satis-
faction, income, attitude towards redistribution and how mobility is perceived as well as 
a wide range of control variables. Data on country level characteristics is obtained from 
Eurostat and the International Social Survey Programme (ISSP). For the purpose of this 
study, we have opted to focus on individuals with a steady household income (this could 
be a wage, income of a partner, some type of benefit or a combination of these) and have 
therefore eliminated students from our sample. After deleting observations with missing 
information on our variables and taking into account that we can only use countries that are 
in all datasets, we retained 27,265 individuals in 27 countries. These countries are: Austria, 
Belgium, Bulgaria, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, 
Germany, Great Britain, Hungary, Iceland, Italy, Latvia, Norway, Poland, Portugal, Russia, 
Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Turkey and Ukraine. Descriptive 
statistics of all the variables that are used in the analysis are given in Table 1.
Our dependent variable life satisfaction is measured by asking respondents All things 
considered, how satisfied are you with your life as a whole these days? with answers going 
from dissatisfied (1) to satisfied (10). Preferences for (in)equality are assessed by looking 
at attitudes towards redistribution. Respondents were asked to assign a number on a ten 
point scale going from incomes should be made more equal (1) to there should be greater 
incentives for individual effort (10). As mentioned earlier, pure normative preferences are 
difficult to measure as stated preferences could be influenced by the specific society peo-
ple live in and their position in that society. However, given that this question was asked 
in a general manner and we control for income and important societal characteristics 
in our analyses, we believe that this variable is a good proxy for pure normative prefer-
ences. Net household income is estimated by providing respondents with 12–15 possible 
income categories in each country. In the case of 13 or more possible response categories, 
the answers are first recoded into 12 categories by merging the four highest categories. 
Each category describes a specific absolute income bracket which is defined by bounda-
ries in the local currency. All countries that use the same currency (e.g. euros) use the 
same income brackets. Country-specific cards are used to assign specific income ranges 
to each category in all countries. These categories are thus different for most countries, 
which makes a straightforward interpretation of this variable (e.g. in euros) impossible. 
Because the income ranges are larger for the higher income categories, these categories 
already account for a non-linear link between income and life satisfaction. Therefore, we 
simply use this variable, instead of taking the log of this variable. Respondents were also 
asked Why are there people in this country who live in need? Here are four possible rea-
sons. Which one reason do you consider to be most important? with four possible answers: 
(1) Because they are unlucky (2) Because of laziness and lack of willpower (3) Because of 
injustice in our society (4) it’s an inevitable part of modern progress. There is also a fifth 
category for respondents that answered “none of these” spontaneously. In our analyses we 
will assume that people who indicate that laziness and a lack of willpower are the primary 
reasons for why there are people living in need, generally believe that people who put in 
effort and work hard to improve their living standard will get where they deserve to be and 
 B. Schalembier 
1 3
therefore perceive mobility in society as high. These people will be contrasted with those 
who chose another answer on this question. Additionally we control for trust in others by 
asking respondents Generally speaking, would you say that most people can be trusted 
or that you can’t be too careful in dealing with people? where they had to answer either 
(1) most people can be trusted or (2) can’t be too careful. Furthermore, we control for the 
following individual level characteristics: age, age squared, sex, marital status, subjective 
health and add dummies for being unemployed and looking for work, for being employed 
and for being religious.2
People’s subjective well-being is not only influenced by individual level characteristics, 
but also by the society in which they live. This paper centers around the impact of income 
inequality in a society on individuals. We look at two types of inequality: actual income 
inequality and perceived income inequality. Data on actual income inequality, measured by 
Table 1  Descriptive statistics of all variables (N = 27,265)
Variable Mean SD Minimum Maximum
Individual level variables
Life satisfaction 7.04 2.26 1 10
Direct aversion 5.73 2.88 1 10
Income 6.13 2.66 1 12
Perceived mobility: high 0.26 0.44 0 1
Female 0.56 0.50 0 1
Age 49.61 16.88 18 108
Unemployed and looking for work 0.07 0.25 0 1
Employed 0.56 0.50 0 1
Trust in others 5.77 2.44 1 10
Being religious 0.64 0.48 0 1
Subjective health
Very good 0.19 0.40 0 1
Good 0.40 0.49 0 1
Fair 0.29 0.45 0 1
Poor 0.10 0.30 0 1
Very poor 0.02 0.14 0 1
Marital status
Married or living together as married 0.59 0.49 0 1
Divorced or widowed 0.22 0.42 0 1
Single 0.19 0.39 0 1
Country level characteristics
Gini 0.30 0.05 0.23 0.42
Subjective Gini 0.38 0.05 0.29 0.45
GDP per capita 90.24 35.94 26 191
Rate of unemployment 7.04 2.56 2.5 13.00
2 Marital status is measured with the following categories: Single, married or living together as married 
and divorced or widowed. Subjective health is measured on a 5 point scale with answers going from very 
good to very poor.
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the Gini coefficient, is obtained from Eurostat. The mean Gini coefficient in our countries 
is 0.298 (SD = 0.049). Since we have no information about how respondents view income 
inequality at an individual level, perceived income inequality is measured by constructing a 
country level indicator based on data from the ISSP from 2009. In this survey, people from 
different countries were asked to indicate in which type of society they live (see Fig. 1). 
In this question answer A represents a very unequal society, while answer D represents a 
very equal society. Although this question does not directly address inequality of incomes, 
it is asked in a series of questions about income, suggesting that it should be interpreted 
this way. We follow the approach from Niehues (2014) in which different responses on this 
question are used to construct a view on the average size of classes in society. By aggregat-
ing all answers, a new diagram for each country is created. Each of the seven classes is then 
ascribed a specific income, based on categories as defined in Niehues et al. (2013).3 Next, 
using the perceived size and income of each class, we compute a ‘subjective Gini coeffi-
cient’ analogous as to how a regular Gini coefficient is calculated. The resulting subjective 
Gini coefficient lies between 0.289 (Denmark) and 0.449 (Ukraine) and has a mean value 
of 0.380 (SD = 0.048). These perceptions of income inequality are only weakly correlated 
to actual income inequality with r(27) = .411, p = .033. For a more detailed description of 
this procedure, we refer to Niehues (2014). Although our construct does not measure per-
ceptions of inequality at the individual level, Gimpelson and Treisman (2017) illustrate that 
this measure captures a general view on inequality that is shared in a society. Constructing 
this measure on a country level has the added benefit that this makes it directly comparable 
to actual income inequality.
Research has shown that other variables on a national level, are also important for life 
satisfaction (Abdallah et  al. 2008; Alesina et  al. 2004; Bonini 2008; Easterlin 2009; Di 
Fig. 1  Question 14a from ISSP, 2009
3 The median income is assumed to be 100. The poorest class is ascribed an income below 60, the second 
class earns an income between 60 and 80, the following classes are attributed incomes between 80 and 110, 
110 and 150, 150 and 200, 200 and 250 and the richest class earns more than 250. Based on these bounda-
ries, each income class is assigned a specific income. These are respectively: 30, 70, 95, 130, 175, 225 and 
300. These specific pay-off values could be the subject of further debate. The resulting Gini Coefficient is, 
however, quite robust to different pay-offs.
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Tella et al. 2001, 2003; Rözer and Kraaykamp 2013; Wolfers 2003). For example, several 
articles mention the role of GDP per capita in determining the impact of income inequal-
ity on life satisfaction (e.g. Berg and Veenhoven 2010; Kelley and Evans 2017; Zagorski 
et al. 2014). Zagorski et al. (2014) initially find a significant effect of inequality on sev-
eral quality of life indicators, among which life satisfaction. However, after introducing 
GDP per capita into the model, this significance disappears. In this paper we control for 
GDP per capita and unemployment rates, while other country level characteristics that have 
been shown to be important for life satisfaction (e.g. rates of trust) are controlled for at 
the individual level. Information about these country level characteristics is obtained from 
Eurostat. Furthermore, we note that all level two variables are standardized before they 
are entered into the regression. In addition to allowing to compare the relative influence of 
these variables, standardizing variables also permits the reader to calculate the predicted 
life satisfaction more easily. The impact of these level two control variables can simply be 
ignored if one assumes an average GDP per capita and unemployment rate.
5  Results
In this section, we present the results of our analyses. First, we show how these explaining 
variables interact with objective income inequality. Next, we look at how the impact of per-
ceived income inequality on life satisfaction is moderated by these variables. Finally, we 
discuss the robustness of these results.
5.1  The impact of objective income inequality on life satisfaction
The impact of objective income inequality and its interactions with the attitude towards 
redistribution, income and perceived mobility are displayed in Table 2. We can infer from 
model 1 that the intraclass correlation coefficient is equal to 0.093 (= 0.472/(0.472 + 4.626)) 
indicating that 9.3% of the variation in life satisfaction can be explained at the country 
level. From model 2 onwards, all variables at the individual level and income inequality, 
measured by the Gini coefficient, are added. In order to provide a clear overview of the 
results, we have omitted age, age squared, sex, marital status, self-reported health and dum-
mies for being religious, being employed and being unemployed and looking for work from 
the table. The coefficients of these individual level control variables were significant and 
behaved as expected. Model 2 reveals that people who are positive towards redistribution 
are more satisfied with their lives. This variable was used as a proxy for general normative 
stance. Those who score one point higher on this scale are expected to score 0.023 points 
lower on the life satisfaction scale. This finding is in line with earlier results reported by 
Rözer and Kraaykamp (2013). The results in this model also show that people who per-
ceive mobility in society to be high are more satisfied with their lives, confirming earlier 
results by Schneider (2012). Without controlling for other country level characteristics, we 
find that countries with higher income inequality have a lower average life satisfaction.4 In 
model 3, we add GDP per capita and the unemployment rate to the model. Of the added 
4 Wang et al. (2015) found that the link between inequality and life satisfaction was not linear in China. We 
checked for a non-linear relationship between inequality and life satisfaction by including squared inequal-
ity. However, this did not improve our models, therefore we simply included a single variable for inequality, 
as is commonly done.
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level two control variables, only GDP per capita can explain international differences in 
life satisfaction between European countries, while the unemployment rate does not have a 
significant impact on life satisfaction. We have chosen to omit the unemployment rate from 
the table, once again to provide a clear overview of the relevant results. In contrast to some 
other studies (e.g. Alesina et al. 2004; Zagorski et al. 2014; Joshanloo and Weijers 2016), 
the significant negative impact of income inequality remains significant after controlling 
for these variables. Next we look at how the impact of income inequality on life satisfac-
tion depends on our explaining variables by introducing cross-level interaction effects in 
models 4–7. The effects are tested separately in models 4–6 and simultaneously in model 
7. Model 4 shows that, surprisingly, the impact of the actual level of inequality on life sat-
isfaction does not depend on the attitude towards redistribution. We expected that people 
who are more positive towards income redistribution would be less satisfied with their lives 
when inequality was high. This hypothesis, however, is not confirmed. In model 5 we see 
that, also in contrast to our expectations, people with higher incomes are not more satis-
fied with their lives when actual income inequality is higher. Income is thus not a stronger 
predictor of life satisfaction in countries with higher income inequality, despite larger dif-
ferences in income in these countries. Finally, the results in model 6 show that perceived 
Table 2  Multilevel analysis on the EVS dataset with life satisfaction as the dependent variable
*,** and *** indicate significance at the 10, 5 and 1% level. t-values are shown in parentheses. Omitted 
variables: age,  age2, sex, marital status, subjective health, trust in others, a dummy for being religious, a 
dummy for being unemployed and looking for work, a dummy for being employed and the unemployment 
rate
Model (1) (2) (3) (4) (5) (6) (7)
Gini − 0.245*** − 0.177*** − 0.180*** − 0.214*** − 0.196*** − 0.241***
(− 3.507) (− 2.977) (− 2.831) (− 3.206) (− 3.260) (− 3.335)
GDP per capita 
(log)
0.257*** 0.257*** 0.258*** 0.256*** 0.256***
(4.298) (4.297) (4.317) (4.260) (4.278)
Attitude redistribu-
tion
− 0.023*** − 0.024*** − 0.024*** − 0.024*** − 0.024*** − 0.024***
(− 5.290) (− 5.354) (− 5.343) (− 5.383) (− 5.399) (− 5.432)
Income 0.082*** 0.081*** 0.081*** 0.080*** 0.081*** 0.080***
(14.026) (13.814) (13.812) (13.675) (13.803) (13.659)
Perceived mobil-
ity: High
0.336*** 0.338*** 0.338*** 0.338*** 0.333*** 0.332***
(12.393) (12.468) (12.466) (12.459) (12.230) (12.210)
Interactions with Gini
Attitude redistribu-
tion
0.001 0.002
(0.133) (0.433)
Income 0.006 0.006
(1.210) (1.139)
Perceived mobil-
ity: High
0.060** 0.060**
(2.354) (2.327)
Constant 7.123*** 5.939*** 5.939*** 5.940*** 5.944*** 5.942*** 5.949***
(53.621) (61.688) (69.211) (69.106) (69.236) (69.185) (69.103)
σu02 0.472 0.119 0.069 0.069 0.068 0.069 0.069
σe02 4.626 3.690 3.690 3.690 3.689 3.689 3.689
− 2log*likelihood 119263.69 113,063.62 113,049.34 113,049.32 113,047.88 113,043.80 113,042.40
N individuals 27,265 27,265 27,265 27,265 27,265 27,265 27,265
N country 27 27 27 27 27 27 27
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mobility interacts significantly with income inequality. Consequently, the negative impact 
of income inequality on life satisfaction will be stronger on those who perceive mobility in 
society to be low. These findings support the explanation Alesina et al. (2004) provide for 
differences between the impact of inequality on life satisfaction in Europe and the United 
States. Finally, all these explanations are tested simultaneously in model 7. These results 
are similar to those obtained in models 4–6 and therefore do not change our conclusions.
5.2  The impact of perceived income inequality on life satisfaction
Next, we look at how perceived income inequality impacts life satisfaction and how it 
interacts with the explaining variables in Table 3. As in Table 2, all individual level control 
variables and the unemployment rate were omitted from the table and cross-level interac-
tions are evaluated separately before they are tested simultaneously. Model 2 shows that, 
similar to the effect of objective income inequality, the effect of perceived income inequal-
ity is negative when we do not control for other country level characteristics. However, 
after introducing other country level characteristics in model 3, this significant negative 
effect disappears. Because there are no other studies that test the impact of perceived ine-
quality on life satisfaction at the country level, we cannot directly compare this to other 
papers. However, these results do correspond to findings of Zagorski et al. (2014) in which 
the significant effect of actual inequality disappears after controlling for GDP per capita. 
The fourth model in the table shows that the effect of perceived income inequality on life 
satisfaction is independent of the attitude towards redistribution. Those who believe that 
incomes should be made more equal are not less satisfied with their lives when inequality 
is perceived to be high. Model 5 adds the interaction effect between income and perceived 
inequality. In contrast to the interaction effect of income with actual income inequality, this 
effect is found to be significant signaling that the negative impact of perceived inequality is 
stronger on those with lower incomes. This confirms that an impact of perceived inequal-
ity on life satisfaction, at least in part, depends on one’s own position on the income lad-
der. The added interaction effect in model 6 is also significant and shows that people who 
evaluate mobility as low have a lower life satisfaction when perceived income inequality is 
high. Once again, if we look at model 7, where all effects are tested simultaneously, there 
are no notable differences between the estimates in models 4–6 and this therefore does 
not change our conclusions. Comparing these results with those in Table 2 shows that the 
explaining variables interact more strongly with perceived inequality than with objective 
income inequality. The most common explanations for the impact of inequality on life sat-
isfaction are thus more capable of explaining the impact of perceived inequality than that 
of actual inequality. Although the net effect of perceived income inequality on the average 
life satisfaction in a country is not significant, this does not mean there is no effect at all. 
Our analyses show that there is an effect, but this effect depends on several personal char-
acteristics such as income and perceived mobility. Different types of people are affected by 
perceived inequality in a different manner. For example, the negative effect of perceived 
income inequality will be more than twice as large for people that perceive mobility to be 
low than for people that believe that mobility in society is high.
5.3  Robustness Checks
Although the number of countries used in this analysis is relatively large in comparison to 
the number of countries used in other studies (e.g. Alesina et al. 2004; Zmerli and Castillo 
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2015), the absolute number of country level units is still small in absolute terms. Based 
on Monte Carlo simulation analysis, Bryan and Jenkins (2016) conclude that there should 
be at least 25 countries in a multilevel analysis. Even though we have slightly more coun-
tries in our sample, regional differences could still play an important role in estimating the 
overall impact of income inequality on life satisfaction. For example, Engelbrecht (2009) 
finds significant regional effects for ex-Soviet Union countries. These countries are rela-
tively unhappy and have only modest income inequality. Including these countries might 
give the impression that there is a global positive effect of inequality, even if there is a 
negative impact in those regions. To prevent these regional effects, we have experimented 
with regional dummies for ex-Soviet Union countries, for countries with a communist leg-
acy and for Nordic countries in our analyses, but this did not change the results. Even if 
regional differences do not influence our findings, the impact of income inequality on life 
satisfaction could still depend on other societal factors. We should be cautious in extrapo-
lating these findings to other—non-European—countries as there are significant cultural 
differences and differences in welfare levels that could determine the results. Finally, we 
note that we were able to replicate our results using data on income inequality from a dif-
ferent source (OECD).
6  Conclusion
In this study we use multilevel analyses to investigate how income inequality affects life 
satisfaction in Europe. Recent literature demonstrates that there is often a big gap between 
actual income inequality and how inequality is perceived and that researchers often erro-
neously assume that people correctly assess income inequality (Gimpelson and Treis-
man 2017). Several authors have shown that perceptions of income inequality, instead of 
objective income inequality, are more capable of explaining preferences for redistribution 
(Niehues 2014; Engelhardt and Wagener 2014; Tóth and Keller 2013). We expand on this 
literature by looking at both the relation between actual income inequality and life satisfac-
tion as well as the relation between perceived income inequality and life satisfaction. Since 
the impact of income inequality on life satisfaction is often considered to be conditional on 
several factors, we examine how certain variables that could explain the effect of inequality 
interact with both actual and perceived income inequality. Based on Senik’s (2005) distinc-
tion, we selected the following explaining variables: attitude towards inequality, income 
and perceived mobility.
In our analyses we found a clear negative effect of actual income inequality on life 
satisfaction. Although it is difficult to compare this result to previous findings due to 
differences in samples and methodology, we do note that this finding confirms ear-
lier results by Alesina et  al. (2004) and Delhey and Dragolov (2014). While we also 
found a negative effect of perceived income inequality on life satisfaction, this effect 
is less strong and seems to depend a lot more on personal characteristics. Our results 
reveal that the most common explanations for the impact of inequality on life satis-
faction are more capable of explaining an effect of perceived income inequality than 
of actual income inequality. Especially an individual’s position in the income distri-
bution and perceived mobility can explain the potential impact of income inequality 
on life satisfaction. Although perceived mobility interacts with both actual as well as 
perceived income inequality, its effect on life satisfaction is significantly larger when 
interacted with perceived inequality rather than with actual inequality. This confirms 
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the importance of perceived mobility as an explanation for the impact of inequality on 
life satisfaction as argued in several papers (Alesina et al. 2004; Bjørnskov et al. 2013; 
Schneider 2012). When we look at income, we see that it interacts significantly with 
perceived income inequality, but not with objective income inequality. An individual’s 
position in the income distribution is thus important to predict the impact of perceived 
income inequality on life satisfaction, but not the impact of actual income inequality. 
Given that one’s position in society can at least partially explain the impact of inequal-
ity on life satisfaction, we also find confirmation that this is a valid explanation for how 
inequality affects life satisfaction. Finally, our results show that the role of ‘pure aver-
sion’ in explaining the impact of inequality on life satisfaction is minimal. We found 
that the impact of the attitude towards redistribution on life satisfaction does not depend 
on the degree of inequality. This means that those who indicate that we ‘need larger 
income differences’ are not more satisfied with their lives when inequality is high or 
perceived to be high compared to those who think that incomes should be made more 
equal. While some papers (Alesina et al. 2004; Schneider 2012) suggest that differences 
in preferences for (in)equality could explain the effect of inequality on life satisfaction, 
we cannot confirm this theory.
Our findings illustrate that there are clear differences between how the perception 
of inequality affects life satisfaction and how actual income inequality affects life sat-
isfaction. It is not surprising that the link between two subjective concepts, perceived 
inequality and life satisfaction, is more easily explained than the link between an objec-
tive phenomenon, actual income inequality, and a subjective concept, life satisfaction. 
While on average, perceived income inequality does not seem to impact life satisfac-
tion, there are clear differences in how different people are affected by it. Yet, research 
about what determines the perception of income inequality is scarce. Future research 
could also investigate how the perception of income inequality is formed. It’s unlikely 
that how inequality is perceived is determined solely by income differences. This paper 
discusses income inequality in Europe. However, it’s important to note that inequality 
is a broad concept which is difficult to capture using just one dimension. Apart from 
income, there are many dimensions, for instance health, on which there could be big dif-
ferences between people. High income inequality does not necessarily entail that there 
will be large differences in health. For example, in countries with a good healthcare sys-
tem, differences in health may not be strongly related to income. Lower inequalities in 
certain domains could thus lead to lower perceived inequality. Authors have discussed 
methods to construct multidimensional measures for inequality (Atkinson and Bour-
guignon 1982; Decancq et al. 2014). Further research could investigate how these multi-
dimensional measures of inequality impact perceived inequality and how they influence 
subjective well-being. In contrast to the impact of perceived inequality, it seems like the 
effect of actual income inequality does not strongly depend on personal characteristics. 
One possible explanation for the negative effect of actual inequality is that it affects life 
satisfaction indirectly through other mechanisms (e.g. trust in others, see Oishi et  al. 
2011). While some research on these kinds of mechanisms has already been carried 
out (Delhey and Dragolov 2014; Oishi et al. 2011), additional research on these mech-
anisms is still needed and could provide complementary insights into how inequality 
affects subjective well-being.
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